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Industrialization in a Unified 
Development Strategy” 


PAUL STREETEN 
Queen Elizabeth House, Oxford 


Summary, — The article surveys the role of industrialization in developing countries in the light 
of certain objectives (efficient growth, reduced inequality, diversified jobs, integrated 
development) and certain constraints (environmental damage, scarcity of resources, protec- 
tionist policies by industrialized countries). It is argued that the basic objective of development 
provides a key to the solution of a number of related problems: urbanization, protection of the 
environment, equality, a better international division of labour. This approach throws a new 
light on the demand for sources of energy and for sophisticated products, the transfer of 
inappropriate technologies, the role of the multinational enterprise, the relation between rural 
development and industrialization and the relation of domination and dependence. These are 
examined in turn and an Agenda for UNIDO for the late seventies and eighties is drawn up. 


The General Assembly proclaimed in 1970 
that the Second United Nations Development 
Decade would ‘set forth a comprehensive and 
integrated programme of national and interna- 
tional action to achieve a series of interrelated 
economic and social objectives’. We are about 
to embark upon the second half of this Second 
Development Decade. 

Industrialization is clearly only part of that 
unified development strategy. The unified 
strategy provides an opportunity to overcome 
the fragmentation that some critics have dis- 
cerned in national policy-making and also in the 
organization of the United Nations specialized 
agencies. It is a challenge to organize all 
development efforts in an integrated set of 
thrusts aimed at the improvement of the lot of 
the masses of the poor people in this world. 

In a concerted and unified strategy indus- 
trialization has a special role to play. The 
poorer the country, the larger the proportion of 
the population that is engaged in producing 
food. To rise above poverty, industrialization is 
necessary, for industrialization means the appli- 
cation of power to production and transport. 
Output and consumption per head can rise 
towards the desired modern levels only with the 
help of mechanical aids. In this sense, develop- 
ment, including rural development, is indus- 
trialization. 

In addition, manufacturing industry is sub- 
ject to increasing returns, to learning effects 
and to cumulative processes. The exceptionally 
high growth potential of manufacturing indus- 


try (reflected in the annual average growth 
target of manufacturing output of 8 per cent) 
has been demonstrated in several countries in 
recent years. 

Rapid economic growth, and especially in- 
dustrial growth, has come under attack from 
several directions. It has been argued that social 
objectives such as income distribution and jobs 
are more important than the rise in some 
abstract index number to which industrial 
growth contributes substantially. It has been 
said that the drive for industrial growth has 
destroyed the environment and has rapaciously 


* This paper will appear in a volume of essays in 
honour of Dr. Hans Singer. It is published with the 
kind permission of the editors, Sir Alec Cairncross and 
Mohinder Puri. An earlier version was prepared for the 
United Nations Industrial Development Organization 
(UNIDO) to serve as a background paper for the 
preparation of the documentation for the Second 
General Conference of UNIDO to be held in Lima, 
12—26 March 1975. The Lima Conference is expected 
to be of great significance in the work of implement- 
ing, in the field of industry, the new international 
economic order called for by the 6th Special Session 
of the United Nations General Assembly in May 1974. 

I am indebted to Hans Singer not only for 
stimulating my interest in this subject but also for 
comments on an earlier draft. | am also grateful to 
Anne Gordon, Gerry Helleiner, Jill Rubery, Maurice 
Scott, Frances Stewart and especially to Helen 
Hughes, who showed me the importance of bearing in 
mind ‘industrialization for what and for whom’. 
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used up exhaustible natural resources and, in 
particular, supplies of energy. It has been 
claimed that rapid growth increases inequalities 
and proceeds without regard to the damage 
inflicted upon its victims. Perhaps most con- 
vincingly, it has been argued that development 
in countries in which cultivable land and capital 
are scarce, and where the labour force grows 
rapidly and mass immigration is ruled out, must 
aim at raising the yield of land; that food 
output can grow only if markets exist in which 
the food can be sold; and that, exports apart, 
these markets must be found in the country- 
side, amongst the mass of the rural population. 
Rural development, the argument goes, com- 
bined with income redistribution, is a necessary 
condition of economic growth. 

In the face of all these charges against and 
criticisms of industrialization, it must be 
emphasized that in order to achieve the social 
objectives rightly advocated, and in order to 
fight the evils of pollution, premature raw 
material exhaustion, unemployment, inequality 
and market limitations, industrial growth is an 
absolutely essential condition. It must, of 
course, be growth that benefits the right 
groups, that is properly composed and properly 
measured, so that social costs are fully accoun- 
ted for and proper relative weights are given to 
different components, to the working condi- 
tions and to the human relations in which 
production is carried out. 

Statistically there is no evidence of an 
inevitable conflict between high rates of indus- 
trial growth and the achievement of other 
development objectives; if anything, there is 
evidence to the contrary. In many, though not 
in all cases, the achievement of social objectives 
has been consistent with high rates of industrial 
growth and, indeed, has depended on them. 
The causal links between these variables are 
complex, controversial, and still partly un- 
known, but the promotion of industrial growth 
is one of the strategic variables in the complex 
set of related national and international de- 
velopment policies. 

The current combination of a world-wide 
energy crisis with world-wide cost-inflation has 
called into question the whole inherited frame- 
work of economic analysis and policy. If it 
needed underlining, the crisis certainly has 
underlined that economic and political forces 
cannot be treated separately and in isolation, 
for the demands of the trade unions and the 
demands of the oil producers (and perliaps soon 
of other producers of scarce raw materials and 
food) are economic exercises in political power. 
The role of industrialization in this new frame- 


work of thought and action also requires a 
thorough reappraisal. 


Industrialization for what? 

Many confusing and complex issues become 
clearer and simpler if we remind ourselves of 
the purpose of development and the place of 
industrialization in a development strategy. In 
particular, questions about energy, the environ- 
ment, pollution, appropriate technology, 
appropriate products and consumption pat- 
terns, markets, international trade and integra- 
tion and the multinational corporation can be 
answered more easily if we know where we 
want to go. Many apparently technical and 
separate problems are seen to be connected and 
become amenable to a solution if we bear the 
basic objective in mind. 

Development is not about index numbers of 
national income, it is not about savings ratios 
and capital coefficients: it is about and for 
people. Development must therefore begin by 
identifying human needs. The objective of 
development is to raise the level of living of the 
masses of the people as quickly as is feasible. 
This implies meeting such needs as continuous 
employment or, for the self-employed, secure 
and adequate livelihoods, more and better 
schooling for their children, better medical 
services, clean water at hand, cheap transport 
and a somewhat higher and growing level of 
measured income. Much of this can be achieved 
in ways which do not register a high index 
number for measured output of commodities, 
while a high and growing index for national 
income growth is consistent with leaving these 
basic needs unsatisfied. 

If we approach development in these terms, 
the place of the motor car, of heavy demand on 
sources of energy, of highly sophisticated 
luxury goods, of the transfer of inappropriate 
products and technologies, of the role of the 
multinational enterprise, of urbanization, of the 
relation between industrial and agricultural 
policies, and of domination and dependence, all 
appear in a different light. 

The disenchantment with industrialization in 
recent writings and speeches has been based on 
a confusion: it is a disenchantment with the 
form that economic growth has taken in some 
developing countries and with the distribution 
of its benefits. Certain types of modern product 
and modern technology have reinforced an 
income distribution and a style of development 
that is out of tune with the basic goals sketched 
out above. After a reorientation of goals, 
industrialization as the servant of development 
regains its proper place in the strategy. Industry 
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should produce the simple producer and con- 
sumer goods required by the people, the 
majority of whom live in the countryside; hoes 
and simple power tillers and bicycles, not air 
conditioners and expensive cars and equipment 
for luxury flats. 

An industrialization strategy guided by the 
goal of meeting the needs of the poor not only 
leads to a different composition of products 
and of techniques; it also contributes to stop- 
ping the drift to the towns and reduces the 
demands on highly skilled manpower and other 
scarce resources that rapid urbanization makes. 
By raising the level of living of the poor people 
in the countryside, it reduces the pressure to 
leave the farmsteads and to expand urban 
expensive services. 

It also introduces different incentives and 
opportunities into international trade: it im- 
plies a reorientation towards more trade bet- 
ween developing countries. Starting with similar 
factor supplies and similar levels of demand, 
developing countries can more appropriately 
produce for one another what they consume 
and consume what they produce. This can be 
the basis of mutually beneficial trade. In simple 
mass consumption goods, often produced in a 
labour-intensive, capital-saving way, the 
developing countries have a comparative ad- 
vantage and could expand their trade among 
themselves. But all this depends upon countries 
opting for a style of development that gives 
priority to satisfying the simple needs of the 
large number of poor people. Industries produc- 
ing clothing, food, furniture, simple household 
goods, electronics, buses and electric fans 
would thrive without the need for heavy 
protection in a society that had adopted this 
style of industrialization and development. 
Much of the recent criticism of inefficient, 
high-cost industrialization behind high walls of 
protection and quantitative restrictions should 
be directed at the types of product and 
of technique which cater for a highly un- 
equal income distribution and reflect 
entrenched vested interests. It is in no way a 
criticism of industrialization for the needs of 
the people. 

This does not mean that opting for such a 
style is an easy matter. The required changes in 
the thrust of research and development expen- 
diture and of science policy, the attack on the 
living standards of those profiting from the 
present type of technology and products, the 
more complex system of administration and the 
required co-ordination and changes in trade and 
investment policy are enormously difficult 
tasks. The point, however, is that no solution is 


possible unless the fundamental objective is 
borne in mind. 


Industry and agriculture 

The dispute about whether to give priority 
to industry or agriculture is a sham dispute. The 
question is not Either—Or, but Both—And. 
Industry needs agriculture and agriculture needs 
industry, and for some purposes the very 
division into the two categories is wrong. Thus 
when we are concerned with evaluating an 
agro-industrial project, the relevant project 
appraisal criteria cut across the demarcation 
line between industry and agriculture. 

Still, it might be objected that the speed of 
progress of an economy, in which the scope for 
substitution between sectors is limited, is con- 
trolled by the speed of its slowest moving 
sector. It is for this reason that attention in the 
last fifteen years has been focused on agricul- 
ture. This is quite true, but how do we identify 
this sector in the first instance? How do we 
unmask it as the laggard, so that we can bring 
pressure to bear upon it to improve its perform- 
ance? It has been a platitude for many years 
now to say that non-export agriculture, es- 
pecially in dry zones, has been the lagging 
sector in many developing countries. But to- 
day’s platitudes are yesterday's startling dis- 
coveries. Nobody in the thirties, when all the 
talk was about agricultural surpluses, would 
have believed what we find so obvious today. It 
is the very success of rapidly moving, dynamic 
industry that has shown up agriculture as the 
slowcoach: an instance of the uses of un- 
balanced growth. 

In spite of the Green Revolution and sub- 
stantial, though patchy, progress in agriculture, 
we have not yet reversed the role and turned 
industry into the lagging sector. We need 
continuing advances in industry in order to 
provide agriculture with the inputs and with the 
markets, and we need progress in agriculture in 
order to provide industry with food, raw 
materials and, again, markets (as well as ex- 
ports). If several things done together are 
essential for success, it does not make sense to 
ask which should have priority. There is less 
scope for substitution, even at the margin, than 
is sometimes thought. 

Even at the margin, the choice is not 
between industry and agriculture: it is between 
projects and complexes of projects, many of 
which, like processing local raw materials (see 
below, p. 6), will cut across the dividing line 
between industry and agriculture. Priority must 
be given to a form of industrialization which is 
consistent with a strategy of rural transforma- 
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tion. Some plead for a type of agriculture 
which supports urban industrialization; others 
for industrialization that serves agriculture. The 
argument here is that mutual support and 
consistency are required. 


Urban and rural location of industry 

The concern with growing inequality has 
also a regional dimension. There are both 
economies and diseconomies in the rapidly 
growing cities of the developing world. Urban 
growth poles offer to firms advantages of 
location, economies of scale, low costs of 
information, availability of a suitable labour 
force, access to administrators and policy 
makers and to sources of learning and opportu- 
nities to exchange information and co-ordinate 
actions. On the other hand, the inability of the 
rural sector to hold the growing working 
population has led to a drift to the towns with 
the resulting evils of shanty towns and slums 
and the growing burden of constructing the 
urban public services for the rapidly expanding 
number of town dwellers. The more that is 
being done to meet the needs of the urban 
immigrants through the creation of jobs, the 
clearance of slums, the building of houses and 
the provision of public services, the more flood 
in from the countryside. The social costs of 
urban industrialization diverge from its private 
costs. Even with the best policies, urban indus- 
try is incapable of providing anything like an 
adequate number of jobs or a satisfactory level 
of living to all those wishing to leave the 
country for the promises of the city. 

The creation of rural industries could contri- 
bute to the absorption of some of the large and 
rapidly growing underutilized labour force. The 
purpose of these industries would be to use 
agricultural labour when it can be spared from 
seasonal peak demands, to use local materials 
and to mobilize the underemployed labour 
force for the construction of rural public 
works, such as feeder roads, houses, schools, 
which would support the rural industries. 


Environmental aspects of industrialization 
Neither the contemporary discussion of the 
environment nor the present energy crisis has 
led to clear and soundly argued conclusions. 
The first and most important lesson is that late 
industrial starters can learn from the mistakes 
made by the early starters. It is possible to 
avoid in the beginning the creation of the 
environmental damage that the advanced in- 
dustrial countries have inflicted upon them- 
selves and the wasteful uses of energy that the 
Western style of industrialization has involved. 


It is the heavy dependence upon oil supplies 
that has contributed to the present crisis in the 
high-income countries. A style of industrializa- 
tion less hooked on the private motor car, and 
more directed at the use of indigenous sources 
of energy and materials would lead towards 
greater self-reliance. 

Another important set of policy questions 
relates to the international location of dirty 
processes. Just as differences in factor endow- 
ment guide the allocation of resources accord- 
ing to comparative advantage, so differences in 
social pollution costs should in principle guide 
international specialization of industry. The 
costs of pollution will tend to be lower in many 
developing countries and the benefits to be 
derived from industrial production will tend to 
be higher. For both these reasons, a shift of 
polluting activities from the industrial countries 
to the developing countries can be envisaged. 

A careful distinction should be drawn bet- 
ween local and global pollution. It would be 
legitimate to restrict activities and products 
that lead to global pollution but such restric- 
tions must not be used as a pretext for 
protectionism by the industrial countries where 
the pollution is purely local and remains con- 
fined to the area of production in the develop- 
ing countries. Taxes imposed by industrialized 
countries on their own pollution-intensive ac- 
tivities may be used by them as an excuse to 
exclude imports from countries which can 
conduct these activities at lower social costs 
without harm to the importing countries. The 
‘sweated environment’ argument would be as 
fallacious as the ‘sweated labour’ argument for 
protection. 

A third set of policy questions would relate 
to the return to the use of some natural 
products that had been hit by the invention of 
synthetics, but where the costs of pollution 
from producing the synthetic product had not 
been allowed for. Pyrethrum against DDT is 
one illustration; natural fibres against synthetic 
fibres, another. Some of these natural products 
have the advantage not only of being free from 
pollution but also of being labour-intensive and 
contributing to rural development, and there- 
fore contributing to the solution of the employ- 
ment and the rural—urban migration problems. 

A fourth set of questions concerns the 
actions that developing countries can take in 
the face of the scarcity of non-renewable 
natural resources. Many of these have not been 
priced properly, i.e., according to their scarcity, 
taking into account a proper social time dis- 
count rate and risk premium. A correct pricing 
policy would provide incentives for more 
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economical use of these products, for switching 
to products that use less of these materials or 
none, for a search for new sources of these 
materials and for the development of substi- 
tutes. Meanwhile the higher revenue earned by 
the material-exporting developing countries 
should be used for diversification and develop- 
ment as long as developing countries dependent 
on their imports are insured against damage 
from high prices. 

But it is not enough to estimate the possibi- 
lity of exhaustion and to attach a value to these 
materials, allowing for time and uncertainty; 
what is also needed is co-ordinated action 
between the developing countries in which 
these materials are to be found. Incentives and 
penalties are required to secure joint action and 
rules about how increases in revenue derived 
from joint scarcity pricing should be shared and 
used for development, and in particular in ways 
that do not harm developing countries depen- 
dent on imports of these materials. 


Exports of manufactured products: prospects 
of growth and the international distribution of 
gains 

While the spectacular export performances 
of a few but a growing number of countries 
(and by no means only those with high GNP 
growth records) have shown that break- 
throughs into the markets of developed coun- 
tries are possible in spite of existing tariff and 
non-tariff barriers, there is also evidence of 
growing restrictions against these exports when- 
ever they begin to be seriously felt by the 
importing country. Annual growth rates in the 
sixties of 10 to 15 per cent of exports of 
manufactured products from the developing 
countries are liable to run into obstacles put up 
by importing countries. These would become 
more serious if the lesson were to be genera- 
lized and many more developing countries were 
to engage in massive export drives, and particu- 
larly if these exports were to be concentrated 
on a few ‘sensitive’ products. 

Policy restrictions are liable to be supported 
by a form of ‘adjustment assistance’ which 
directs R & D and compensation expenditure at 
defensive investment to re-equip the industry 
hit by the low-cost imports or simply to 
subsidise it in order to remain competitive. 

Apart from restrictions by importing coun- 
tries, there are also well-known institutional 
limitations to increasing exports, limitations 
that cannot easily be classified under ‘supply’ 
and ‘demand’, such as absence of export 
credits, marketing and sales organization and 
knowledge of required designs. Calling in the 
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multinational corporation to overcome these 
obstacles, while solving some, also raises new 
problems (see below, p. 7). 

On the other hand, there are also supply 
limitations. These may lie in the lack of 
entrepreneurial ability to spot the type of 
products for which world demand is expanding 
and which can be produced at low costs; in 
imperfect and fragmented capital markets; in 
weak organizational and administrative ability 
~—in both the private and public sectors; in the 
inability of the economy to supply enough 
food for the workers engaged in manufacturing 
to keep industrial wages low and prices compe- 
titive; and in the inability to resist the power of 
the urban trade unions to extract ever higher 
money wages. 

While organizational and other supply ob- 
stacles clearly account partly for the export 
failure of some countries, it cannot be doubted 
that this failure contributed to the success of 
the successful exporters. If all developing 
countries had adopted the strategy of Taiwan 
and Korea, their exports and the exports of 
some other countries would have fared less well 
in the sixties than they did. 

This raises the question of the distribution 
of the gains from the rising volume and value of 
manufactured exports. When multinational 
corporations are engaged in producing and 
selling exports, a part of the gain accrues to 
countries other than the exporting country. In 
conditions of oligopoly, low costs are not 
automatically passed on either to buyers in 
lower prices or to workers in higher wages, but 
may only swell profits. 

What is often claimed as the peculiar virtue 
of private foreign enterprise, viz. that it brings a 
‘package’ of capital, enterprise, management 
and know-how, is also its peculiar defect: it 
means that monopoly rents and profits accruing 
to these factors go abroad and that only the 
reward for unskilled or semi-skilled labour, in 
highly elastic supply and with little bargaining 
power, goes to the host country. If, on top of 
this, the country gives tax concessions to the 
foreign firm or subsidizes it through trading 
estates or import privileges, the division of the 
gains is very uneven and export figures give a 
misleading picture of the host country’s gain. 

Alternatives might be sub-contracting, the 
encouragement of indigenous firms with 
management contracts, national export sales 
corporations or various forms of joint venture. 

If we are interested in the limits to the 
growth of exports of manufactured products 
and the likely international and internal distri- 
bution of gains, a typology by product will be 
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useful. We may then distinguish between the 
following. 

(1) Processed local primary products. These 
include products such as vegetable oils, food- 
stuffs, plywood and veneer, pulp and paper 
products and fabricated metal. The processing 
may be into semi-processed, refined or com- 
pletely manufactured products. When these 
products are cheaper to transport in a processed 
form, rather than in their raw state, countries 
processing them enjoy an advantage over the 
countries in which they are sold. Cascading 
tariffs (rising with the stage of processing) in 
developed countries discriminate against this 
type of export. Yet, processing is clearly not 
appropriate in all cases. The processing may be 
inappropriate for a developing country. But 
where appropriate, countries with raw materials 
that are much sought after can insist that the 
materials be processed locally. This is another 
instance of a strategy directed at exploiting the 
recent scarcities of raw materials and food in 
combination with industrialization. 

(2) Traditional labour-intensive goods. 
These include garments, textiles, footwear and 
simple engineering goods. While low labour 
costs make developing countries’ exports com- 
petitive in these products, they face particular 
obstacles in importing countries where the 
competing industries are often concentrated 
and politically well organized. Successful ex- 
porting here may have to be combined with the 
mobilization of interests in importing countries. 
Independent retail chains, mail order firms, 
trading houses or consumers’ associations are 
useful allies in organizing pressures against the 
producers’ organizations and their lobbies. A 
better system of international monetary adjust- 
ments would also give more scope to increased 
exports of these products. 

(3) Newer labour-intensive goods. Goods 
such as plastic and wooden items, rattan furni- 
ture, glassware, pottery and wigs have appeared 
in recent years. The fact that their impact on 
importing countries is more dispersed and less 
noticeable makes them better export prospects, 
as long as not too many countries compete in 
selling them. 

(4) Processes, components and assembly in 
a vertically integrated international firm. A 
fairly recent phenomenon is the location of a 
wide range of activities in a vertically integrated 
multinational corporation in developing coun- 
tries. Semiconductors, tubes and other elec- 
tronic components are assembled in developing 
countries for the parent firm in developed 
countries. Garments, gloves, leather luggage, 
baseballs are sewn together in Taiwan, South 


Korea, Thailand and India; motor-car parts such 
as radio antennae, piston rings, cylinder linings, 
car lamps, braking equipment, batteries and 
springs are made in many countries. Data are 
flown to South-east Asia and the West Indies 
for punching on tape by low-wage key punch 
operators; watchmakers fly jewels to Mauritius 
for precision drilling. These industries are foot- 
loose, attracted by low wages, tax concessions, 
docile trade unions, relative absence of corrup- 
tion, and political stability. They also represent 
an organized interest in the importing country 
opposing import-competing interests and some- 
times enjoy tariff advantages. 

(5) Import substitutes or local products 
turned exports. These products, often goods 
such as motor-cars (Brazilian Volkswagen are an 
outstanding example), car parts, steel pipes and 
tubes, electric wires and cables, bicycles, elec- 
tric motors and diesel engines were set up 
initially to replace imports and, having become 
established, have entered the export market. 
They represent the last stage in the product 
cycle. Marginal-cost pricing for exports is com- 
mon (i.e., export prices are lower than domestic 
prices) and exports may be subject to anti- 
dumping measures. 

This classification is useful for identifying 
the problems of adjustment and the pressure 
groups in the importing countries and hence the 
possible limits to growth in the exporting 
country and the division of gains between 
different factors of production and different 
countries. The classification also indicates that 
it would be rash to jump to the conclusion that 
the promotion of exports of manufactures 
through price incentives is always and necessa- 
rily the best strategy for all developing coun- 
tries. A good deal has recently been written 
about negative value added in import-substitut- 
ing manufacturing as a result of excessive 
protection. We should not forget that negative 
value added can also occur in exports and that a 
recipe of universal export promotion, extrapo- 
lated from the experience of the sixties, sup- 
ported by multinational enterprises with a good 
many concessions, privileges and incentives, can 
be just as detrimental to the developing host 
country as high-cost import substitution. 

The late seventies will be a more difficult 
period, especially as more and more countries 
adopt export-promoting strategies. Over- 
expansion may turn the income terms of trade 
against the exporting countries (though this 
would improve the terms of trade of developing 
primary producers, who are already enjoying an 
amazing boom); import capacity and import 
willingness are not likely to keep in step with 
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accelerated export expansion; and even when 
exports are successful, the gains to the develop- 
ing countries may be small or, in extreme cases, 
negative. This does not mean that developing 
countries should not devote considerable 
efforts to promoting exports, or that export- 
orientated strategies do not have advantages 
over import-substituting ones. It does mean 
that institutional, political and technological 
constraints will have to be investigated and 
overcome and that some co-ordination and 
co-operation between developing countries is 
essential if they are not to erode the benefits 
through excessive competition. 


The multinational corporation: its potential 
role in industrialization 

The role of the multinational corporation in 
industrialization is of growing importance and 
policies have to be evolved that enable govern- 
ments willing to admit it to harness its potential 
for the benefit of the development effort. It has 
been argued above that the basic objective of 
development (viz. meeting the needs of the 
millions of poor) provides one rallying point 
round which many development issues can be 
grouped. The multinational corporation is not a 
goal but an instrument of achieving certain 
goals. It, too, provides a focus for a number of 
different issues. 

(1) Regional integration. Two distinct sets 
of problems arise here. One is an anxiety shared 
by many countries. When several developing 
countries form a customs union, a free trade 
area or a closer region of co-operation, new 
profit opportunities arise for the already 
operating and for newly entering foreign com- 
panies. Policies have to be devised to ensure a 
fair sharing of these profits between the union 
and the foreign companies. 

A seconce set of problems concerns the 
sharing of the gains from integration between 
different members of the union. The creation 
of a new form of international company, the 
shares of which are held by the member 
countries of the union, might be one way of 
solving this problem, though it has so far not 
been successful. The proposal would be for the 
company to combine low-cost, efficient loca- 
tion and operation with fair sharing of the gains 
between member countries. 

(2) Environmert. In the new international 
division of labour which would be guided by 
differential pollution costs in different coun- 
tries, the location of certain ‘dirty’ processes in 
developing countries could be one of the 
functions of the multinational corporation. 
This could be done either by the firm locating 
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‘dirty’ processes within its vertically integrated 
system of operations in a developing country 
when the social costs of pollution would be 
lower and the benefits from industrialization 
higher, or the whole operation being transferred 
to such a country. The argument would be 
analogous to that of locating unskilled- or 
semi-skilled-labour-intensive processes and pro- 
ducts in developing countries. One important 
point to be investigated here is whether the 
multinational corporation cannot be used as a 
pressure group to ensure access for the products 
to the markets of the developed countries. 

(3) Technology. The objective to be aimed 
at here would be to devote more R & D 
expenditure to the invention and dissemination 
of appropriate technologies and products, 
where appropriate to the developing host 
countries or, where not, to be exported to or 
produced in the developing countries. The 
specific potential but as yet unrealized contri- 
bution of the multinational corporation to 
transferring and adapting existing technology 
and to inventing new and appropriate tech- 
nology may be substantial. It would raise the 
problem of the ability of the developing coun- 
tries to absorb existing or new technologies and 
of the contribution that the multinational 
corporation can make, preferably through joint 
ventures, to training people, encouraging re- 
search and fostering attitudes favourable to 
such absorption. 

(4) Bargaining. As the multinational cor- 
poration has become one of the main vehicles 
of transferring technology from developed to 
developing countries, an important aspect of 
policy is the terms on which the technology is 
transferred. In settling the bargain and in 
drawing up the contract, a large number of 
items may be for negotiation. Some of these 
may refer to incentives such as protecting the 
market for the product or improving the 
quality of inputs (public utilities, a disciplined 
labour force); others may lay down conditions 
for sharing the benefits with the host country, 
such as tax provisions, the use of local 
materials, local participation in management, 
training workers, creating jobs, raising exports, 
etc.; others again will relate to policies such as 
conditions about repatriation of capital and 
profits, about raising local capital, etc. 

Hitherto, multilateral technical assistance in 
negotiations of this type, and in training nego- 
tiators, has been on a very small scale. UNIDO 
could render vital technical assistance in streng- 
thening the bargaining power of LDCs in 
negotiating such contracts and contribute to an 
informed dialogue between managers of com- 
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panies and public officials through training 
courses, in an area at present obscured by 
emotional and ideological fumes. What is 
needed is both direct technical assistance in 
drawing up contracts, possibly with the aid of 
some model contracts, and indirect aid through 
training and the provision of information. 

(5) /nstitutions. Another important area of 
policy is the imaginative exploration of new 
legal and business institutions which combine 
the considerable merits of the multinational 
corporation with the maximum beneficial im- 
pact on development. This area comprises joint 
ventures, i.e., joint both between private and 
public capital and between domestic and 
foreign capital, which go further than window 
dressing by giving access to information and 
decision making, and various provisions for 
divestment and gradual, agreed transfer of 
ownership and management from foreigners to 
the host country. Thus, countries wishing to 
curb the power of large groups in their manu- 
facturing sector may find investment reduced. 
This may make it advisable to institute a ‘joint 
sector’ in which public capital is combined with 
private national management with or without 
an equity stake, or public capital is combined 
with private international capital. Another pos- 
sibility would be a management contract with a 
national or international investor. 

Thought and action in this area have suf- 
fered from a poverty of the institutional imagi- 
nation which has lagged behind the advance of 
the scientific and technological imagination. 
Discussions have turned partly on the ideologi- 
cal dispute between private and public enter- 
prise. Yet, the real issues have little to do with 
this type of ideology. Mixed companies can be 
devised that simultaneously harness private 
energy and initiative, yet are accountable to the 
public and carry out a social mandate. Equally 
arid has been the dispute over the virtues and 
vices of private foreign investment. Here again, 
the task should be to identify the positive 
contributions of foreign firms and the social 
costs, to see how the former can be maximized 
or the latter minimized, and to provide for 
gradual, agreed transfer to national or regional 
ownership and management. There is a need for 
a legal and institutional framework in which the 
social objectives that are not part of the firm’s 
objectives can be achieved, while giving the firm 
an opportunity to contribute efficient manage- 
ment and technology. 


Costs and benefits of alternative policies of 
industrialization 
Since the last World War, many developing 


countries have attempted to promote their 
manufactures by a large number of direct 
interventions such as physical controls, licences, 
etc. These were accompanied by a host of other 
incentives and deterrents, such as multiple 
exchange rates, import entitlements, export 
bonus vouchers, subsidies in various forms and 
to various inputs. In some cases, there have 
been periodic reversions to a more simplified 
and uniform policy, often under pressure from 
the IBRD and the IMF, and the government of 
the USA. The theoretical pros and cons of both 
approaches are by now well known. At the 
same time, quantitative estimates of their prac- 
tical significance are scarce, unsystematic and 
usually out of date. 

More specifically, it would be useful to 
investigate comparisons between high levels of 
intervention and the incidence of declines in 
efficiency, not only in a narrowly allocative 
sense, but also through blunting of incentives 
and through divergences between social and 
private productivity; between the pursuit of 
Static comparative advantage and the mobiliza- 
tion and generation of new resources; between 
the costs of and returns to a sizeable bureaucra- 
tic control of industry; and between unified 
and multiple exchange rates. Such comparisons 
might be made in the light of certain social and 
economic objectives over time. 

The debate is sometimes confused by an 
identification of the interventionist approach 
with protectionism, and of the ‘market’ ap- 
proach with free trade. These distinctions, in 
turn, are occasionally confused with that bet- 
ween ‘inward-looking’ and ‘outward-looking’ 
policies. The issue here is not the well-rehearsed 
dispute between protectionists and free traders, 
nor the less well-understood one between those 
who advocate looking inwards and looking 
outwards. It is an issue about instruments, and 
it compares the effects of a battery of direct 
controls and interventions with operation 
through prices and the market. Export- 
orientation and looking outwards can be and 
have been pursued through interventions and 
directives, just as import substitution and look- 
ing inwards have been. An objective, quantita- 
tive appraisal would contribute to taking some 
of the ideological wind out of the sails of the 
better-known disputes between ‘freedom and 
planning’ and similar choices presented to 
developing countries. 


Technology and entrepreneurship 

Technologies both determine and are deter- 
mined by the objectives of development strate- 
gy: growth, distribution, savings, employment. 
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Capital-intensive, labour-saving methods will 
generate large profits and high salaries and 
wages for a small labour aristocracy. Unless 
ownership of capital assets is widely shared or is 
public, these incomes will accrue to a small 
group of owners of physical assets and people 
with the required skills and access to education. 
Their consumption —often influenced by adver- 
tising, open communications and foreign imita- 
tion—will reinforce the demand for capital- 
intensive, foreign-exchange-using luxury goods, 
the production of which again reinforces 
the unequal income distribution. It is often 
maintained, though not enough hard evidence 
has as yet been produced, that a more equal 
income distribution would give rise to a con- 
sumption pattern that is more capital-saving 
and labour-using. More capital-saving, labour- 
intensive techniques may distribute a larger 
share of income to the wages of the unskilled 
and semi-skilled and are likely to lead to a 
different consumption pattern. But the causal 
nexus in either direction is not yet established 
with any certainty. 

These connections between choice of indus- 
trial technology, both in core processes and in 
ancillary activities, choice of industrial pro- 
ducts, income distribution, wealth distribution, 
access to education and training, and consump- 
tion patterns are vital for policy decisions. 

Inward-looking policies of import substitu- 
tion have been blamed for distorting the price 
and incentive system and these distortions have 
been said to cause growing inequalities. At the 
same time, it has been argued that reliance on 
the price mechanism and outward-looking, freer 
trade policies also increase inequalities, though 
these have a different cause and take on a 
different form. Is it true that both inward- 


INDUSTRIALIZATION IN A UNIFIED DEVELOPMENT STRATEGY 9 


looking and outward-looking industrialization 
and trade policies increase inequalities? Are 
there forces inherent in rapid industrial growth 
that make for greater inequality? If so, institu- 
tional, structural and technological changes are 
required to distribute the fruits of growth more 
evenly. 

It is in the nature of modern technology that 
it reduces the scarcity value and hence the 
rewards of unskilled labour and traditional 
know-how, while modern medical science, by 
reducing mortality rates, increases the supply of 
unskilled labour. An important question arises 
here about strategies that proceed on ‘both 
legs’, by simultaneously promoting the modern, 
capital-intensive, high technology sector and 
the non-organized, self-employed, unskilled- 
labour-intensive sector. Can rapid, modern 
industrialization proceed in a manner so as not 
to destroy but encourage the non-organized, 
low-income, low-productivity sector? Can the 
surplus from modern industry be used to create 
jobs, to raise productivity and to generate 
incomes in that part of the economy that has 
not yet been absorbed in it? 

Income distribution and employment are 
only two aspects of a whole cluster of social 
objectives. Different forms of industrial orga- 
nization are accompanied by different degrees 
of workers’ participation and different power 
structures. 

The test of a successful strategy of indus- 
trialization is the extent to which it reduces the 
gap between the high incomes in the high- 
productivity, high-technology sector and the 
low incomes in the low-productivity, low- 
technology sector, by raising the performance 
of the latter, without impeding progress in the 
former. 


